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Miotivation

Today’s Workers are reaching retirement With; more assets tham their
predecessors.

But health shecks still constitute a significant source of financial risk
for the elderly.

Understanding how: assets evoelve durngl retirement and hew, this IS

afifected| by health shiecks willlhelpr Us predict the: econemic Well-
BEeIng of the elderly.



Overview

Geal: to study the portiolie allecation decisions of the elderly.

Analysis:

= Part 1: Document the patterns of asset heldings i 10 different
asset classes as households age. Employ: strategies te
distinguishi the: true: effect of aging freny conort effects or effiects
off differential moertality.

s Part 2: Examine clianges inasset hoeldings hefere and after
nealtlhy shecks. Use multiple definitions off healti shoeck:



Contributions ef Our Analysis

Previous literature has shown:

m [he eldery are reluctant terselll thelr hemes except In| the case of a
shock like death off a speuse (Venti & Wise, 1989, 2002).

m [here ane differences n portiolie allocation ever the lifecycle and by
pirth cehorit (Poteriva and Samwick, 2001).

m Health'1s related e portiolierallecation I’ the cress-section (Resen and

Wi, 2004) and hiealthl shocks affect tetal asset leldings (Eeimstein and
IHe), 2001; Wuj, 2003).

Our werk cemplements and bullds en this literature by:

n Loeking specifically: at hew: assets evolve durng retirement, o many.
different asset classes.

m Examining| how: health shocks afifect holdings of many asset classes.



Preview: ofi Eindings

The ewnerships rates of hemes, venicles, businesses, and real estate
fall dramatically with age. The oWnRership rates o financial assets

such as CDs and' hends have ne streng, comnsistent relatienship with
age.

IHealih shiecks play aniimpoertant rele in explaining changes in
leusehold portfelios ever time; though the timing andiassets
afifected vares by type oi health shock.



Data

Healthrandl Retirement Study’ (HR'S)

m [he HRS hegan|in 1992 asia survey. of persons; hern 1931-1941. and
thelr SPeUSES, WILhI re-Interviews, eVery. 2, years.

n I 1998 the HRS merged with the AHEAD: study, and added new:
cohoerts; to cover alll people: borm hefore 19481 Combined sample: size: of
nearly: 14,500 heusehplds.

m \We use data fremall 6rwaves of the HRS (1992-2002). We use the
RAND  version off the HRS, including their wealth imputations.

The HRS/I1s well-suited for our analysis:
m |t has detalled infermation en assets and healuhrameng the elderly.

= |t follews the same households over time, so We can|look at how
portfelio allecation changes as retirees age and: after a health shock.



Empirical Strategy, Parit |

Explere how asset heldings evolve with age for 10 asset categories:
principal residence, other real estate, vehicles, businesses, IRAS,
stocks, lhends, CDs; bank accounts, and other savings.

\Werconstriuct graphs showing how. asset eldings: offeach cohort
evelves as the cohert ages.
= Each birthi cehort Is olhserved 3 to 6/ times (€.9., peeple horn in
1981-1932 are 60-64 1n 1992, 62-63)in 1994, ... and 70-71 1n
2002).

= By graphing evolution: eff wealth by conort fior all conorts on the
same: graph;, cam get a sense off hew: wealth evolves with age.



Figure 1a: Ownership of Principal Residence
by Age and Birth Cohort
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Regression Results, Part |

Concern: conort effectsior differentialimortality’ couldicontounc
relatienship Petween| age and asset hoeldings seen in graphs.

Address this withl regressions including cohort or family fixed
efifects:

Assetholdings, = b, +b,age, +b, X, +g, +e,

EiRdings:
» Effect of age on holdings Unaffected by adding cehoert dummies.

s Withi family: fixedl effects, only find negative effect off age on
home and vehicle ewnership.



Are Changes In Asset Holdings
Related to IHeal th Shocks?

We' use several definitions: ofi a healtl shieck (all dummies):
s Experiencing am “acute event” (heart problems; stroke, camncer)

m Recewving a diagnesisi of a new: chrenic iliness

m Reporting a worse liealth status than at the previeus wave

= Reporiting more difficulyy withr ADLS, than at the: previous; Wave
s Becoming widowed

I all cases, the househoeld Is treated as experiencing a shock iff either
SpPOoUSE receives a shock.



Ereguency. of Health Shocks

=o=Headlth Status
== Chronic

=& Acute
==\Widow

I N

SN

AN
\_ N A

o\ ~

A NN AN Y

AR WD, N
‘ SR

S
@
2
<
=
@
X
&)
&
o
c
&
O
=3
@)
c
S
=
S
o]
Q
o
S
ol




Proportion ever experiencing shock

1
0.9 -
0.8

0.6 ‘/\//\/—'

y ,wa ad

0.3 /
02 ~
0.1 Dt

H—_v v v

O ! ! ! ! ! ! ! ! ! ! ! ! ! ! ! ! ! ! ! ! ! ! ! ! ! ! ! ! ! !

S IF & & & P AV A PRSI F &P




Empinicall Strategy, Part |

Explore whether asset holdingsiare: affected! by health shocks using
the fiellewing regressien medel:

Assetholdings, = b, +b,(shock- 3), + b, (shock- 2).,

+b,(shock+1)., +b,(shock+2), +b.(shock+3), +b X, +e,

Where shock+1 Is a dummy/ varakle equal ter 1 [f this IS the first
Interview: after the shock, +2 If it Is the 2% interview: after, etc.

There is noe “period 0, as the shock oceurs hetween Interviews.

I the regressions, shock-1 Is the emitted group, so sheck dummies
arr]e irllterpreted as efifects relative to the interview: just befere the
shock.



Effect of Widow Shock on Home Ownership
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Chronic Shock, Home

Chronic Shock, Vehicles

.1+1-!.:

Chronic Shock, Business

Chronic Shock, Stocks

j-

— =T T T
-1 +1




Health Status Shock, Home

Health Status Shock, Vehicles

Health Status Shock, Business

Health Status Shock, Stocks

|5

-1

+1

=2 I

[ 15

= T EEN




Conclusions

Wefind a sharprdecline inhome and Vehicle ewnership with age,
Ut no consistent results for other asset classes.

[Health slhocks: are generally: associated wiithi a decrease I home,
vehicle, business, and steck ewnership,, though results vary by type

off health shock." Clianges ini selfi-reperted health status have ne
efifect onl asset holdings:

We view! this as al first step In the study of healih and asset
neldings. In future work, we will'explore the effect of shocks on the
amount and share of wealth In eachi asset class and examine
whether shocks to husbands and wives have the same: effect.



